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FOREIGN MONEY KEY TO BETTER LIVING

Tokyo THE DAILY YOMIURI in English 15 Dec 81 p 5

[Article by Yoshio Matsui]

[Text]

The Chinese people’s
eagerness for foreign. cur-
rencles is surprising. Indeed
they change color when
they recelve foreign money
such as the Japanese yen or
the American dollar.

This reporter was surpris-
ed at the phenomenon be-
cause there is no way a
Chinese can use foreign
money in the -country. So I
asked them about the rea-
sons behind this.

Special Privileges

Whenever a Chinese goes
to the Bank of China with
foreign money, the bank
not only converts the cur-
rency into the yuan but
also offers special coupons
called “tickets - to supply
materials.”

If a person goes to a
store with the coupon, he or
she 1s offered an additional
amount of rice, wheat or
oll outside the framework
of rationing.

It appeared that there
were other kinds of special
coupons with which Chinese
‘could buy such articles as
television sets or bicycles,
all of well-known brand
names, without walting for

their turns as per long walt-
ing lists.

This means that special
privileges are granted to
those who turn over foreigr
currency to the bank, a
system which has become

Jpopular among thé Chinese
;people. o
" Of course, ways of -obtain-
ing foreign currency -are
limited. If a person is lucky
he may get foreign money
directly from forelgn tour-
ists, although this practice
is considered illegal.

. Main Source

Under the circumstances,
most  foreign
come into the country el-
ther - through remittances
from overseas Chinese \or
left' by the latter during
their stay in China.

The system of granting
speclal privileges to the
Chinese prople who deposit
foreign currencies into the
Bank of China is, of course,
a desperate measure to gar-
-ner all avallable foreign
money in the country.

In fact, this is reflected in
the Chinese Government po-
licy on foreign exchange
control. Any attempt that
may result in an outflux of
foreign money out of the
country always faces strict
checks by Chinese authori-
tles. On the other hand,
there are no restrictions on
the influx of foreign cur-
rency into China.

Consequently, the Chinese
people are ehcouraged to
look for forelgn money in
the country.

1
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currencies

There 18 another coupon
in China. It i8 issued :to
tforeign .nationals, The. yalue:
of the doupon, called “¢on-
vertible tickets,” s the
same as the yuan.

Coupon As Passport

‘The coupon allows for-
elgners to shop .at stores
open only: to foreign na-
tionals where articles of
well-kiiown brand names
and of higher quality are
avallable. ‘The coupon Iis
extremely attractive to the
Chinese people.. Thus this
coupon, ‘together with the
other . coupon for supply
materials, ‘is . considered a
“passport” ‘to -better living
in China. : ..

Consequently, the living
standard -of Chinese who
have well-to-do relatives
abroad or  who, have.con-
tacts with forelgners in
China differs from that of
ordinary Chinese.

In Peking, for Instance,
Chinese families living next
to fcrelgn residents own TV
sets, washing machines and
bicycles of latest models.
On the other hand, Chinese
people living next to the
above - mentioned Chinese
have no cholce but to use
outdated bicycles by carry-
ing out necessary repairs.
This has created an imbal-
ance in the living pattern
of the Chinese people.



When 1 visited a people’s
commune in Shanghai, I
came across a farming
household which was richly
furnished with furniture. A
check revealed that the fa-

mily had a rich and in-
fluential relative in

elgn country. .

“Rich Provinces

By the same reason &
gimilar imbalance also ex-
ists between provinces.

Guangdong and Fujian
provinces which historically
have sent out a great many
Chinese overseas naturally
recelve foreign currency
from abroad. Thus they are
relatively richer than other
provinces, and it appears
that land-locked provinces
are being left behind in
“poverty.”

This trend has gathered
momentum since last year
when a trade liberalization
policy was adopted. Provin-
clal and municipal authori-
ties were allowed to keep
aside for their own use part
of profits earned from their
trade with foreign coun-
tries. Richer provinces and
cities wasted no time in
selzing the opportunity, and
started trading with foreign
enterprises and countries.

Wworth mentioning are
their transactions involving
black-and-white television
sets, Richer provinces and
cities imported them In a
large quantity from Taiwen
and Hong Kong.

The purchase price of a
12-inct. set was 80 yuan
tone yuan is equivalent to
about ¥130) and the rich
provinces and citles sold
them for 300 yuan each to
other provinces, netting a
profit of 210 yuan per set.
This means that they earn-
ed not only foreign <x-
change but domestic muuey
too, depending on the type
of transactions.

When the Chinese Gov-
ernment became aware of
this unfair practice, it tried
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to curb the “independent”
import of finished products
by provincial and municipal
authorities from early this
year. But it appears that
the Chinese Government
cannot easlly retrieve de-
centralized power from the
local authorities once it has
been granted.
Furthermore, affiuent pro-
vinces and cities can afford

to invest according to their
own free will. Naturally,
they become enérgetic andi
spirited, and this led Yo =
gap In wage scales.

. Gap In Wages

For instance, the em-
ployes of No 1 department
store in Shanghai are pald
an average of 70 yuan a
month. Similarly, the wages
of employes at a staie-run
department store in Wu-
han, Hubel Province, are
87.5 yuan, while employes
at a,department store in
Chongqing in Sichuan Pro-
vince earn only 53 yuan.

Indeed, -product prices
differ from province to pro-
vince, but the quality of
products also differs - de-
pending on the province or
region. After taking -inlo
account these factors, wages
are highest in Shanghal,
followed by those in Wuhan
and Chungging in .that
order. o

There had been a big pay
differential between wurban
areas and farming commu-
nities, between factory
workers and farmers and
vetween ~white-collar and
blue-collar workers. At one
time the difference was nar-
rowed, but it continued to
exist. But the new policy
for freer trade has resulted
in widening the wage gap,
and It may be safe to say
that it is widenlng even
further.

Weng Qiquan, a professor
of ecornomics at Fudan
University in Peking, stresses
that China is currently in
a transitional period.

Yomiuri 1981

2

“Equality 1is an - ldeal
form,” .he. suys, “but it is
something to be considered
after the living standard of
the Chinese pvople has
veen improved .a little more.
Until that-time, we need to
shut our eyes to a limited
wage differential.”

Certalnly, China ‘is an
economically poor natlon.
The current policy deslgned
to make people work harder
and to inspire them with
higher aspiratlons differs
from a policy to realize
equality. Perheps, China
will find itself in this
dilemma which may prevail
for a considerable period of
time. :
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UNATTRACTIVE LOAN REPAYMENT METHOD

Tokyo THE DAILY YOMIURI in English 29 Dec 81 p 5

[Article by Yoshio Matsui]

[Text]

At the outset of my
meeting with Huang Guom-
ing, vice-superintendent of
the Xiangzhou wool-knitt-
ing factory in Shuhat City,
he said with a wry smile
on his face: “I had no idea
that the rates of interest
on loans were So high.”

The {factory, which be-
gan operating last year, is
a Chinese establishment
but China provided only
land manpower for the
factory. The factory’s bulld-
ings and machines were
bought with loans totaling
about 7 milllon Hong Kong
dollars {(one Hong KXong
dollar equals about *40)
which were obtained from
enterprises in Hong Kong.
The loans are to be repaid
over a period of five years.

However, the factory
must pay the loans includ-
ing the Interest, in terms
of wool and woolen goods

that it prcduces.

The rates of' interest on
loans are very high these
days. The factory musi
pay an interest of 14 per-
cent per annum on its
loans. The tctal amount
of interest that the factory
i3 required to pay in the
first year of the flve-year
period is nearly 1 million
Hong Kong dollar. The
company's production in
the first year amounted to
3 milllon Hong Kong dol-
lars, which means that it

must use one-third of its
products as payment for
the interest. This must be
hard on the factory.

“Five years from now,
however, the factory and
its machines will become
our own property,” Huang
sald: *“So the {factory's
staffers, including myself,
are happy and eager to
work.” Certainly, a keen
sense of purpose filled the
air in the factory.

Local Viewpoint

Hong Kong enterprises
granting loans to China to
enable the country to build
a factory and to buy

machines for the factory:

do not consititue “invest-
ment of foreign capital” in
China. It Is a sort of ex-

port of. machines and other
materials w China. on a
deferred payment basis.
Seen from China's view-
point, it is the import of
finished products.

It is called “compensa-
tion trade.” The use of this
formula has become popu-
lar In such provinces as
Guanddong and Fujlan,
which have much dealings
with foreign countries.

A simpler methor: of ob-
taining materials for goods,
which is called” processing
on a commission,” is also
being used. Forelgn enter-
prises bring their own
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materials and techniques
for use at Chinese factorles,
where the materials are
precessed into finished
products. The  products
concerned are mostly tex--
tile goods such as sweat-
ters, gloves and -pajamas.
But this forumla is grad-
ually spreading into other
sectors, such as the elect-
ronics and watch industries.

There are 300 cases of
“Compensation trade” and
“processing on a commis-
sion” in Shencho, which
like Shuhaf, is located near
Hong Kong. There are
about 1,500 items of goods
involved In these cases.

Huang Shiming, mayor of
Shencho, said: “We cannot
belittle the benefits that we
galn from these projects.
We can absorb excellent
techniques and the pro-
jects also give workers the
will to work, which 18 most
needed at - Chinese fac-
torles.” '

Complex Methods

There is always a risk
involved in large Invest-
ment. Mareover, the pro-
cedures for such invest-
ments are very complex,
although the government
encourages large Invest-
ments. Many foreign enter-
prises are troubled by new
demands made by the Chi-
nese side in cornection



I din

with the investments. Eut
there is little risk in “cown-

pensation trade” and ¢pro-

cessing on a commission,”
and the procedures for
these projects are quite
simple. This makes the pro-
jects very attractive to for-
eign enterprises.
Besides, some
enterprises regard the pro-
jects as a prelude to full-
scale investments. The pro-
jects are, so to speak, “a
pair of lovers associating
with each other before
marriage.” .
The Sanyo Denki Com-
pany commissioned a Chi-
nese enterprise in S8hencho
to produce transistor
radios. The project suc-
ceeded and this became the
springboard for a Jjoint
venture, for which the
funds were supplied on a
50-50 basis by Sanyo and
the Chinese enterprise.
Sanyo acted cautiously in
carrying out the first pro-
ject and launching the
second one. The “processing
on a commission” project

was undertaken by Hong

Kong Sanyo, a subsidiary
of Sanyo, and the joint
venture was undertaken by

the head office of the com-

pany.

Limitations
But there are some
limitations to such pro-

jects. Firstly, there is the
problem - of quality of the

products. Many '~ of the.

goods produced in these
projects are faulty and
quality of the goods 1s
uneven. This creates head-
aches for the foreign enter-
prise concerned. There 1is
also the problem of trans-
portation.

A staff member of a Japa-
nese trading company sta-
tioned in Hong Kong sald
with a wry smile on his
face: “There are times when
the products are delivered

forelgn’
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very quickly. But there are
also times when we must

walt for a long time for the,

products to arrive. This is
partly due to the unavall-
ability of ships.

“But the main reasocn is
that Chinese transportation
agencles never let a ship
leave a port until it is fully
loaded. So goods which are
loaded on a ship just before
it leaves the port are de-

livered earller than expect-
ed., But goods which are
loaded on a ship first take
a long time to reach us.”

Sudden Change

There 18 yet another prob-
lem which goes even deeper.
It often happens in the case
of “compensation trade"”
that a Chinese officlal sud-
denly appears and says:
“We want to sell the prod-
ucts of our factory in China,
We want to give other goods
to repay the loan.”

For example, a Japanese
fishery company Wwas nego-
tiating with a Chinese en-
terprise on a deal in which
the company would lease
fishery equipment to the
Chinese enterprise and the
Chinese side would make re-
nayment by supplying ma-
rine products to the -com-
pany. Suddenly, thy Chinese
side began saying that it
would supply raw silk-in-
stead of marine products.
Needless to say, the fishery
company cannot use silk in
any way.

There was also a case of
a Chinese enterprise offer-

ing to give pajamas to a

Japanese company to pay
for the leasing of a radlo
production line. The Japa-
nese company was astound-
ed.

The whole deal might be
washed out, if the Chinese
side makes such a strange
offer. Luckily, there are
fewer such cases recently.
Chinese enterprises and for-
elgn companies have begun
to see 'what each other

COPYRIGHT: The Daily Yomiuri 1981
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wants. Thus, the ‘“compen-
sation trade” and “process-
ing on & commission” for-
mulas are taking root in
China.

There was a time when

enterprises of foreign coun-
tries, including Japan, were
jubllant over big deals such
as the export of industrial
plants to that country. They
were hit hard by the reduc-
tion of Chinese investments
in the.construction projects
in the country under the
modernization program. For
some time, they did not
know what to do.
. But now they have found
“realistic,” though not al-
ways, means of engaging in
trade with China. L
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LACK OF INTEREST IN SERVICE INDUSTRY

Tokyo THE DAILY YOMIURI in English 22 Dec 81 p 5

[Article by Goro Tagawa]

[Text]

One morning .this writer
was .surprised to some ex-

tent when a girl still with.

an innocent face came 10
me. at a hotel in Zheng-
zhou, formally greeted me
and asked ‘for my morning
order. This was because I
had thought .that. I could
not expect good service in a
socialist eountry. . . .. -

Hke &

Seeing her working
beaver made me comfort-
able and I felt like tipping
her generously if she ‘ac-
cepted it. Lo

At first T thought of her.

as a high school student
who was working at a part-
time job as she wore a tag
with “tralnee” written on
it. But she was a student at
a hotel schoo] in Chengdu.

Rare Eagerness
She - sald that she would
find a position this autumn
after a four-month on-the-
spot training. Her explana-
tion. satisfied me about her

eagerness. - .
Her everyday schedule,
however, appeared very

tight. 8he stood at a booth
selling souvenirs during in-
tervdls between meal time
and ‘entertained foreign
customers at a bar at night.
She usually went to bed
after 1 am. “But I don't
mind this as I will graduate
in two months,” she said in
fluent Japanese. ' )
I rarely ‘met such a seri-
ous service industry "worker

.28 .her during my several
visits to China. Most work-
ers were busy chatting .with
colleagues' even ‘when cus-
tomers come in and they
are s0 unmeannerly ‘as ‘to
place ordered things on the
desk rudely as if they were
throwing them. . -
During my latest trip to
Chirna, I.wanted my bath
to be repaired as if .did nof

supply hot water but I had
to walt three dayr until it
was repalred. At a statlon-
ery shop in 8haughsali I was
urged to ‘decide in a hurry
what .to buy before even I
had the chance to inspect
the - shop -completely. -
‘This wrter got the fn-
pression - that .service in
other areas ‘must be wyefy
bad since service in. Shan-
hat, a reputed area, was 80
‘bad. . S
Suggestion’ Books
_ When I told of my com-
plaint to a friend staying
in Feking for three years
by sayirg that China was
still: as it tysed ?.be'or
had rather deteriorated, he
said, “I will tell you a good
way. Use suggestion. note-
*The suggestion - notebobks
are .hung at the entrance
of restaurants and shops in
order to allow customers to
‘write their observgtlons- or

complaints.’
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, One time this friend be-
icame Irritated at a restaur-
‘ant - as . nobody ‘came - to
take his order  for a long
time. He then started to
write his observations in
the suggestion - notebooks.
Whenever: he went back to
the same restaurant he was
served well. .- '

| The sudden.change of the
waltets' attitude apparent-
ly came from the' fact that
registration of complaints
against them would ‘mean
a reduction in tneir bonus.
But phenomenon -of this
kind makes ‘& - common
slogen ke “Serve for the
People” look empty. '

It seems that not ionly
visitors but also Chinese
themselves find poor. serv-
ice in the teritlary industry
a troublesome experience.

. Guan Zhihao, -editor ‘of
the China -Youth - Annual
Bulletin, sald: “It takes us
as long as two months to
have a people’s sult made
in Pexing. We find it not
long even when we are kept
walting for -three -hours at
a barber's shop.”

Many Chinese people re-,
siding abroad have suc-
ceeded ‘ih the service in-
dustry in . .their respective
countries. Nevertheless -why
service in mainland China
been not improved?



-, Wrong Nohon

Ianeking ‘after the Tev-
olut!on. ‘emphasis Was plac-
¥d on industrialization -un-
der a slogan of conversion
from a consumption \city to
an industral city and as a
result the category of ser-
vice was set aside.

“At the same time =a
wrong notlon spread that
those who . serve are low-
class people and those who
are served are higher-class
people. This has resulted in
sueh an atmosphere "that
young people want to work
at factorles instead of
working In the service in-

" dustry,” Guan explzluned.

‘This phenomenon con-
trasts with that in Japan
where the tertlary indus-

.-try is far more popular
than industrial. . manufac-
iturers smong Job-ueklng
students. - B RPN

It seems t.hnt [ 1 remn.rk-

able trend of disregarding

the service industry in Chi-

na ‘cannot * be .separated

trom the prevalent econom--

ic view. pecullar to Marxism
which attaches - value ohly
to jobs  directly eonnected
with manutacturlng.

'In  the ‘capltalist society
even waltresses in, restaur-
ants are evaluated for their

work as members responsi-.

ble for development . of the
national economy.

‘Social Outcast

But in soclalist countries’
performance in the tertiary
industry (except for. trans-
portation), which .does not
produce. goods, is not in-
cluded in the gross national
product’ (GNP). Under such
circumstances, ‘the service
industry .is something lke

COPYRIGHT:
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aod'al outcut and those

'whdmurexenmed unu‘.hh

eategary Wil not be’ 4bleto
have an inducement ‘even if
they ‘want .to do 0. -, -

mary ‘importance is that
those -who ‘¢nter this fleld
regain .. pride. :and respon-
llblllty for the.lr Jobs. -
" In Jthis. Téspect the girl
whom I ‘me¢ in Zhengzrhou
provided a proof that edu-
cation and tralning could
help provide a warm<heart-
ed geryice to trdvelers even
in a socialist country.
Although I say this out of
my somewhat middlesome
kindness, . her service for
customers at the bar until
late at night is overservice.
A habitual manner of this
kind may lead tovan unfa-
vorable result.

The Daily Yomiuri 1981
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FOREIGN TRADE

BRIEFS

COMPUTER IMPORT--Hitachi Ltd. has recently obtained the approval of the
coordinating committee for the Control of Exports to Communist Countries (COCOM)
for the export of a medium computer to China. An order for the computer,
"M-150H," which is used for training technicians was sent in from the management
modernization research institute of the Chinese Scientific and Technological
Association. For Hitachi, which has exported more than 40 computer sets to
China to date, this will be the first computer exported for trcining purposes.
The Chinese Scientific and Technological Association is to use the "M~-150H"
computer to train computer technicians in computer technology and software.
[OW120235 Tokyo NIHON KEIZAI SHIMBUN in Japanese 7 Dec 81 Morning Edition

p 9 oW}

CSO: 4020/77

- 7
FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/09: CIA-RDP82-00850R000500020059-0



APPROVED FOR RELEASE: 2007/02/09: CIA-RDP82-00850R000500020059-0

LABOR AND WAGES

FUK UFFICIAL VDR UINLY

UNEMPLOYMENT BECOMING SERIOUS PROBLEM

Tokyo THE DAILY YOMIURI in English 11 Dec 81 p 5

[Article by Goro Tagawa]

[Text]

In China, there are many
people who want to work
but cannot find a job, For
some reason, these people
are not called “shiye” (un-
employed) persons but al-
most always' referred to as
“dalye” (job-awalting) per-
sons.

Asked abbut the difference
between the two, an official
explained: “Unemployed peo-
ple are those who have lost
their jobs because they
were either dismissed or
thetr companies went bank-
rupt. People walting for jobs
are those young people who

have not yet found . job
after graduating  from
schools.

“There are job-awalting
people in our country, but
never unemployed people.”

Coining A Word

This reporter was deeply
impressed with the Chinese
ability to coln such a
sensible expreasion as “dal-
ye” as might be expected of
the people of a country with
a rich culture. But it is dif-

ficult to find its equivalent
in Japanese. A barely com-
parable Japanese expression
might be “shushoku ronin.”

“Shushoku ronin,” how-
ever, refers to a rather
“carefree” job seeker who
is refraining trom taking up
a job unttl he can find a
position that he lkes.

“Daiye” young people are
decisively different from
“ghushoku ronin” in that
they are hard pressed with
everyday life and cannot
afford to look for a job In
a lelsurely manner.

If unemployed people are
defined as those who have
the ability and will to work
but cannot find a job,
“dalye” people belong to
them. The word “dalyé” has
recently ‘begun to be used
in China, presumably be-
cause job shortage has be-
come a serious soclal prob-
lem. i .

This reporter happened to
meet a “dalye” young man
in Shanghal and chatted
with him for a while. He
said; “I understand that
Japanese newspapers allow
much space for help-wanted
ads every day, but why are
there more than one million
unemployed people in Ja-
pan?” This reporter was at
a loss for an answer.

The young man, who sald
he was loltering around a
park every day, sounded in-
credible when he sald: “I

w%uld be willing to do any
jo .. .h , Lo
Young people wanting to
find a job in a major city
numbers 300,000¢in Shang-
hai, 230,000 in Peking and
600,000 in Sichuan Province.
The total number of such
people In China is sald to
amount to tens of million.

FOR OFFICIAL USE ONLY

Gout Policy

How 80 many “dalye”

people were created in Chi-

na where there are no
“shiye” people?

Acticle 48 of the Chinese
conatitution stipulates that
the government should take
the responsibllity of helping
the people find employment.
China achleved the “feat”
of almost perfect employ-
ment in the beginning of
the 1960s.

Although the Chinese
Government provided jobs
for nearly all the. people,
every establishment suffered
from an extreme surplus of
labor because it hired work-
ers far more than actualiy
neeged. .

Many Chinese factories
have three to five times as
many employes as corres-
ponding Japanese com-
panies. If such factorles
want to rationalize their
management by introducing
modern machinery, they
cannot afford to do so be-
cause of their excessive
manpower.

Life Employment

Once a worker finds em-
ploymen!, he will not be
fired unless there 18 some
exceptional reason, and an
enterprise will never go
bankrupt how blg a deficit
it may run. A worker has
no tear of losing his jon.
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If a vacancy is created
by a worker who retires un-
der the age limit system, it
will be fllled by his off-
spring. Thus a worker, hold-
ing a position has vested
rights to it.

At the Wuhan steel com-
plex, whose operation rate
was reduced by hall as a
result of economic adjust-
ment, 2,000 workers were
1aid off and forced to stay
at home, but they received
their regular salarles. They
were not advised to resign
voluntarily, nor was there a
personnel reduction.

That may be the way so-
clalism works, but in the
eyes of a person who has
been brought up in capital-
ism, China's perfect employ-
ment is only superficlal. In
China, so to speak, the
whole nation is devoted to
employment and welfare
projects. This situation Is
akin to the operation of
Japanese Natlonal Rallways
(JNR). ’

Under the above clrcum-
stances, it will be difficult
for China to employ new
workers unless it Increases
its economlc growth rate
sharply.

During the Cultural Re-
volution, however, the em-
ployment problem did not
surface very much because
young people living in clties
were sent to factories and
were engaged in farming on
the pretext that they should
diffuse knowledge to farm-
ing villages.

But after the Cuitural
Revolution when a great
number of such young peo-
ple returned to citles, the
employment situation was
thrown into a great confu-
ston, suddenly bringing the
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“dalye” problem to atten-
tion.

Some such young people
began to commit criimes or
other acts of iisdee¢ and
some others started under-
ground antigovernment ac-
tivities. Is it natural for
young people who have
graduated from schools but
cannot find a way of earn-
ing a lving to become

" desperate and act reckless-

ly?

New Measures

China is now making ef-
forts to increase job oppor-
tunitles by developing pri-
vately operated stores and
the service industry. China
is also exporting labor
—in cooperation with Jap-
anese companies. It has
sent workers to construc-
tion projects in other coun-
tries.

But can such measures
alone secure employment for
all “dalye” young people?

Some Chinese even have
begun to argue that the em-
ployment of married women
should be restricted for the
purpose of giving jobs to
young people.

The editor of a certain
newspaper sald: “If both
husband and wife continue
to work in China, which
has a big population, the
‘dalye’ problem will never
be solved. Partly to make
comfortable homes, women
should stay at home. It Is
not a good trend that elec-
tric washing machines and
refrigerators sell well be-
cause nobody wants to do
housework."”

This 18 of course a
minority opinion in China
where women's say has
galned power since the
revolution compared with
that in Japan.

(To be continued)

The Daily Yomiuri 1981

\
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GENERAL

FINANCE OFFICIAL ON ECONOMIC READJUSTMENT
HK290835 Hong Kong FAR EASTERN ECONOMIC REVIEW in English 25-31 Dec 81 pp 46-48

[Report from Beijing: "Open to the World: A Top Beijing Finance Official Talks
of the Problems and Opportunities in Economic Readjustment']

[Text] In his report to the fourth session of the Fifth National People's
Congress (NPC) Premier Zhao Ziyang reaffirmed China's commitment to expanding
economic cooperation with foreign countries and further utilisation of foreign
capital. o

To gain further insights into what China's policies toward foreign investment
will be in the period of readjustment now extended until the end of 1985,

Robert Delfs talked to Wei Yuming, vice chairman of the Foreign Investment
Control:Co sion (FICC) and the Import-Export Commission (IEC), chaired

by Vice Premier Gu Mu.

The FICC .and IEC are one organisation, with identical staff, operating out of a
single office complex in Beijing. As the FICC, the organisation has the sole
authority to approve foreign investments in China, and coordinates the related
activities of ministries and local govermment agencies. As the IEC, it super-
vises foreign trade and oversees the related work of ministries, foreign trade
corporations and the general administration of exchange control.

This interview took place prior to the conclusion of the NPC session.

[Question] 'How will the extension of the period of readjustment affect foreign
investment in China?

[Answer] At the third session of the NPC, it was decided that the policy of
opening up would be adopted in our economic affairs with foreign countries.
At the same time, the policy of readjustment was also adopted. As you know,
after the 10 years of the Cultural Revolution, our national economy suffered
heavy losses and was out of proportion, so without readjustment our national
economy cannot be further developed.

The policy cf opening up to the outside world ... is not a temporary policy, it
is a long-term strategy. Of course, China is such a large country, with such a
large population, we must develop our economy relying on our own efforts. But

10
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at the same time, we should expand our foreign trade with various countries.
Only by introducing advanced technology from advanced countries and by
dbsorbing foreign funds can we solve the problem of lack of capital, and
realise the four modernisations.

Recently some foreign friends have been confused about the significance of

our present readjustment. They thought that readjustment meant a slowing down
of the modernisation process. But actually, the current readjustment doesn't
mean slowing down. Progress will be made in some economic sectors.

For example, our light industry and textile industry have been developing quite
quickly: their growth rate this year will reach 12 percent., It is also true
that the growth rate of heavy industry dropped a little, because some factories
are under-utilised. This is only temporary. It is our hope that by readjust-
ment internally--within heavy industry--the growth rate of heavy industry

will catch up a little bit.

The utilisation of foreign funds will not adversely affect our national economy,
but will serve the readjustment and expansion of our national economy. Just as
Premier Zhao said, we will actively utilise foreign funds, and we will use
foreign funds from various sources.

[Question] Will China maintain high levels of capital inflow during the extended
period of readjustment?

[Answer] Under the guidance of the policy of opening up to the outside world,
we have been utilising foreign funds for the past 2 years, and we are going to
use more, Here I can give you some figures: over the past 2 years, loan
agreements were concluded with various governments and organisations totalling
$17.3 billion. In the past 2 years (1980-8l) we have used up $1.2 billion.
Besides this, we have also used foreign funds in the form of processing imported
materials and compensation trade, imported equipment and new techmnology.

[Question] Does the $17.3 billion include loans from international organisations.
that is, World Bank loans and International Monetary Fund (IMF) credit?

[Answer] Of the $17.3 billion, purchasers' credits account for $12 billion, but
up to now we have not used a single penny of the buyers' credits. It does not
include IMF credit, but it does include the World Bank loans.

We have utilised loans from Japan, both OECF (Overseas Economic Cooperation Fund)
and EXIM (the Japanese Export-Import Bank), mostly relating to development of
railways, port facilities and coal mines. We have also used certain amounts

of loans from the World Bank--$200 million for education and $200 million for
agricultural development.

In the field of economic cooperation, we have approved 29 joint-venture projects
and more than 400 coproduction projects as well as compensation trade and
processing of imported materials. The coproduction projects represent a

utilisation of funds equivalent to $1.5 billion, and the compensation trade repre-
sents another $300 million.

11
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These figures really are not very big, however. Actually, in relation to the
size and population of our country, they are quite small. We have decided

to use more foreign funds in the Sixth 5-Year Plan (1981-86) . If you ask me
how much, I cannot really tell you. But I can assure you we will use much more
foreign funds. For example, in the field of coproduction, compensation trade,
and processing of imported materials, we will approve not hundreds but
thousands of projects in the years to come.

[Question] According to Minister of Finance Wang Binggian's report on the
budget at the NPC, government revenues this year include 8 billion yuan

($4.7 billion) in foreign loans. So there must be foreign loan receipts other
than IMF credit that are not included in your figures.

[Answer] The figures we gave you do not include IMF funds, which are used for
deficit purposes. They also do not include loans arranged in the 1978 contracts,
for instance the Balgang (Baoshan Steel) Complex, and they do not include

loans to the govermment from the Bank of China.

Different government departments use different bases for calculating these fizures.
We just calculate how much foreign funds have been utilised. For example, we

would determine the value of equipment and technology used in a compensation trade
agreement or a joint-venture agreement, and then incorporate this into the figures.

The budget is prepared by the Ministry of Finance, which has a different account-
ing approach. The foreign loan receipts and loan repayments are recorded in

the Ministry of Finance Accounts. But I do not have the figures for a breakdown
of the 8 billion yuan in foreign loan receipts in the budget for this year.

[Question] Why is it that only a small portion of the available credit has been
used so far?

[Answer] Due to readjustment, the scale of capital construction has been reduced
and curtailed. Because the loans obtained from foreign governments were mostly
~in the form of purchasers' credits, we have not used most of them, [Words
indistinct] have to confess that we have very little experience in using foreign
Joans--this is also a reason we have not used up the entire amount of foreign
loans available. Another is the inadequacy of our economic legislation, the

lack of relevant laws and regulations. Furthermore, poor organisation and manage-
ment have delayed our use of these loans,

[Question] The World Bank in its report on the Chinese economy of June 1981
basically urged higher levels of capital inflow, but cautioned that unless
exports expanded quickly, China could face debt-service problems by 1990.
Could you discuss your strategies to avoid future debt-service problems?

[Answer] We have considered this problem very seriously. Our conclusion is

that, up to now, the problem is that (shortage of capital has) bound our

hands. Some experts have suggested that debt servicing and repayment of principal
should not be allowed to exceed 20 percent of foreign-currency income. We have

212 .
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decided that our debt servicing should not go beyond 15 percent. Also, we
have coal, we have oil and we have non-ferrous metals. We can use these to
pay our foreign debts, There will be no debt-servicing problems.

We have also determined that we will keep our reputation and credit standing.
If we borrow from a foreign country, or from an international organisatiom,
we will surely repay in full.

- [Question] Zhao's report on the economy and future policy indicated that the
Sixth 5-Year Plan is still not in its finmal form. Can you discuss the overall
directions the plan will take, and perhaps some of the specific projects where
foreign participation could play a major role?

[Answer] In gemeral, the first priority will be given to transport and energy
resources development, because these are the weakest links in our national
economy. For example, we have large amounts of coal in Shanxi Province, at
jeast 10 million tonnes (annual production), but there is a problem in rail

- transport. That 1s why we want to expand railways and coal facilities in
conjunction with coal-mining development.

We also have abundant hydroelectric resources. Up to now, we have used at
most 5 percent of the exploitable hydrcelectric potential, So we want to
bring our advantages in these fields to their full potential, by developing
more hydroelectric and coal-fired power stations. Also, because of our
abundant coal reserves, coal will be a good card to play in foreign trade.

The second priority is technological transformation of the machine-building
industry. The third priority comprises light industry, the textile industry,
agriculture, forestry and animal husbandry.

The emphasis is on the technical renovation of existing enterprises, but we will
also be building some new factories. We have 370,000 existing (industrial)
enterprises that urgently need technical transformation to raise the quality

of their products and their competitiveness in international markets.

We have decided that in the Sixth 5-Year Economic Development Plan we develop
coal mines in Shanxi Province and in Guizhou Province. Reserves in Shanxi
amount to 200 billion tomnes. In Guizhou, there are 12 billion tonnes of re-
coverable reserves. In Guizhou we will develop not just the coal mines, but

in an all-round way. There are sulphate and non-ferrous metals in Guizhou

as well as coal. We will improve the railway between Guizhou and the port of
Zhanjiang in Guangdong Province, and expand the port facilities in Zhanjiang.

To develop Guizhou, the capital that will be needed is very large. Not hundreds
of millions of dollars, but billions of dollars. We also plan some major
projects in the northeast plain, and we plan to develop one or two nuclear power
stations during this period.

What I have discussed here are mainly large-scale projects for which the capital
needs will be high and in all of them foreign capital will be used., We have
contacted various foreign governments and consortia, which have shown very
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strong interest in participating in joint-venture development projects (in these
areas). We also plan to establish some medium and small projects (in these
areas). We also plan to convene an international conference.

[Question] When will this take place and who will participate?

[Answer] Next year, roughly in June. Approximately 200 foreign businessmen
will be invited. During the conference, we will offer 100 medium- and small-
sized projects.

[Question] How will the new economic laws under consideration at the NPC affect
foreign investment? There is some confusion about these laws among foreign
businessmen, especially the income-tax regulations for foreign firms.

[Answer] The principle is that economic cooperation should be based on equality
and mutual benefit. So, we will create a legal environment for foreign business
to make investments and to protect their interests. Some foreign businesses are
concerned that our policies may suddenly change, or they fear expropriation.
This fear is groundless. We will make more efforts to make more laws in this
area to give very firm protection to the foreign business interests.

The income~tax law under consideration at the current NPC session is one of these.
As far as I know, the tax levels set forth in this law are not high, relative to
developed countries and relative to some developing countries. In order to
provide more protection for the legitimate interests of foreign businesses, the
Chinese Government is negotiating bilateral agreements for mutual investment
insurance and protection., We have concluded such an agreement with the United
States, and an agreement will be concluded very soon with Switzerland.” We are
discussing and negotiating similar agreements with France, Sweden, Canada and
West Germany.

There have been serious shortcomings and weaknesses in our utilisation of foreign
funds. In many cases, both parties have not clearly understood our position and
policies., Maybe we have not publicised our policies, laws and regulations very
effectively, or very efficiertly. We have established four special economic

zones (SEZ). Later, we will also grant more autonomy to coastal provinces.

Another way to encourage foreign investment is to try to do a good job with the
existing joint ventures and coproduction projects. Another measure is to strengthen
and expand the popularisation of economic laws and policies. We have decided to
publish a booklet of guidelines for investment in China.

[Question] When will this be available?

[Answer] As early as the first quarter of 1982.

[Question] As a condition of joining the IMF, China has essentially agreed to
take steps to abolish the present system of dual exchange rates for internal

and external foreign-currency transactions. When will this take place, and
what will be the effects on domestic prices and prices of export articles?

: 14
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l|Answer] 1 assurc you, therc 1s only one exchange rate.

{Question] I'm referring to the internal settlement rate. As I understood it,
this would constitute a dual exchange-rate system as far as the IMF is concerned.

[Answer] That is not an exchange rate. The internal settlement rate is used
only to subsidise exports, and it cannot be called an 2xchange rate. It is a
means of subsidising our export industries--many countries adopt such means
to encourage exports, and we still use this means. Whether or not this means
will still be used in the future is a matter which will be considered.

[Question] As a condition of IMF membership, China will also eventually have to
make public the method used to determine the official exchange rate, which we
understand to be a weighted basket of other currencies. Will this happen soon?
And have there been any recent changes in the composition or weighting of the
basket? Will you move towards making the renminbi a freely-traded currency?

[Answer] For the present we cannot give you a good answer to this questiom.

- The calculation method used to determine the exchange rate is very complicated.
As for making the renminbi a freely-traded currency, this can only happen when
materials (that we produce) are very abundant, otherwise the results could
be catastrophic to other countries.

[Question] China has recently pursued a policy of decentralising economic
decision-making to the provincial, municipal and enterprise levels. But

- excessive investment at the local levels was a major factor in the large
budget deficits recorded in 1979 and 1980. This has induced a countervailing
trend to reassert central control over local investment. Could you discuss
the issue of local autonomy versus centralised control over investment decisions?

- [Answer] I think this is really a problem. You know, some Chinese provinces
have populations reaching 100 million--so it is quite reasonable to grant more
autonomy to the provincial authorities. The direction of reform and restructuring
is to enlarge the power of decision-making of various entities. We are now
considering the problem of centralised management and control over foreign

= trade affairs. We will increasingly practise our control via the price and market

- mechanisms.... I have to admit, we are quite inexperienced in this matter. How
can we manage to grant greater autonomy to local levels but not (let the situation)
run into disorder and chaos?

[Question] How do you evaluate the experience of the SEZ so far, and will you
establish new SEZ in the coastal provinces, for example at Tianjin, or elsewhere?

[Answer] The four SEZ have only recently been established, so it is too early
for us to be able to cite any remarkable results, but I think the progress has
been fine. The SEZ have made good contributions to market prosperity in local
areas, and have also contributed to the utilisation of foreign funds.
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[Question] But SEZ cannot be established anywhere. They can be established
only in certain geographical and economic conditions. Our SEZ are presently
run on an experimental basis, and for the time being, we do not want to

- establish any more. We must wart to wait to see the results.
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